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IN A RECENT ISSUE of this Jourrzal,’ James Gillies and Clayton Curtis 
examined the possibility that the impact of federal housing finaiice 
programs in various areas might differ with the structure of local 
mortgage markets. Their conclusions, reached on the basis of data 
for major metropolitan areas, were essentially as follows: 
1. Lending institutions usually operate in a set pattern with respect t o  FHA 
and VA lending. Tha t  is, life insurance companies and commercial banks are 
stronger supporters of federal housing finance programs than savings and loan 
associations. 
2.  Therefore, the impact of FHA and VA programs on specific markets is 
firedictable. Tha t  is, in those markets where savings and loan associations are 
the predominant lenders the proportion of insured lending will be lower than in 
areas where life insurance companies and/or commercial banks predominate. 
The object of this note is to test the applicability of these conclusions 
to the city of Ann Arbor, Michigan, a non-metropolitan mortgage 
market. 
I. THE STRUCTURE OF THE ANN ARBOR MORTGAGE MARKET 
For the purpose of this note, “market structure” is defined in 
terms of the percentage distribution of home mortgage recording; 
among the various types of lenders.’ Thus two markets would be 
“structurally” identical if each type of lender records the same pro- 
portions of mortgages in both markets. Under this definition, it is 
clear from Table 1 that in 1956 the structure of the Ann Arbor mort- 
gage market differed in a number of ways from that of the national 
market as a whole. 
With the exception of mutual savings banks, all types of institu- 
tional lenders operating in the national mortgage market were reprc- 
1. James Gillics and Clayton Curtis, “The Structure of Local Mortgage Markets and 
Government Housing Programs,” Iozir~zuI of Finance, X (September, 1955), 363-75. 
2 .  Gillics and Curtis defined market structure in terms of the proportion of outstand- 
ing mortgages held by each type of lender (ibid., p. 364) .  Since in the Ann Arbor mort- 
gage market the volume of assignments has been small relative to total recordings, the 
two definitions of msrkct structure are roughly intcrchangeablc for opcrational purposcs. 
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sented in the 1956 Ann Arbor market. About 38 per cent of the value 
of Ann Arbor’s home mortgages was furnished by three savings and 
loan associations-the most important single source of funds. On a 
national basis, savings associations accounted for 35 per cent of 
home mortgage recordings. Next in importance to these mutual or- 
ganizations were four commercial banks, which as a group recorded 
close to 24 per cent of Ann Arbor’s home mortgages. The correspond- 
ing figure for commercial banks in the national market was 20 per 
cent. Life insurance companies, which recorded about 7 per cent of 
home mortgages on a national basis, were twice as important in the 
Ann Arbor market. As a group, they underwrote approximately $2.6 
TABLE If 
“STRUCTURE” OF HOME MORTGAGE MARKET 
ANN ARBOR AND U.S., 1956 
A” ARBOR u s .  
Mortgage Mortgage 
Recordings Recordings 
(000 Per Cent (000,000 Per Cent 
TYPE OF LEWER Omitted) of Total Omitted) of Total 
Savings associations. . . . . . . . .  $ 6,847 37.7 S 9,532 35.2 
Commercial banks. . . . . . . . . .  4,349 23.9 5,458 20.1 
Mutual savings banks. . . . . . .  0 0 1,824 6.7 
Insurance companies. . . . . . . .  2,575 14.2 1,799 6 . 6  
Individuals . . . . . . . . . . . . . . . .  589 3 .2  3,558 13.2 
Others ..................... 3,822 21.0 4,917 18.2 
All lenders. . . . . . . . . . . . .  $18,181 100.0 $27,088 100.0 
- -
* Sources: Register of Dee& Records (Ann Arbor, Michigan); Federal Home Loan Bank Board. SoUings and 
Bome Plnonn’ng Soirrcc Book (1957), p. 36. 
million of home mortgages, or 14 per cent of the Ann Arbor 1956 
total. 
Because of the relative abundance of long-term funds from local 
and national institutions, individuals have been insignificant as a 
source of mortgage money in Ann Arbor. I n  1956, only 3 per cent of 
the value of home loans on properties within the city were supplied 
by individuals. The individuals’ corresponding share in the national 
market was 13 per cent. “Other” lenders, who accounted for the re- 
maining 2 1 per cent of 1956 home mortgage recordings in Ann Arbor, 
included one trust company, one educational institution, and several 
mortgage and realty companies. 
11. IMPACT OF FEDERAL HOUSING FINANCE 
PROGRAMS IN ANN ARBOR 
So far, we have described the structural disparities between the 
Ann Arbor and the national mortgage markets. The question is, with 
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what degree of accuracy can these disparities be utilized to forecast 
differences in the use of government mortgage insurance programs in 
the two markets? We know that life insurance companies and com- 
mercial banks are strong national supporters of FHA and VA pro- 
grams; we have seen the greater combined importance of these 
groups in the Ann Arbor market. Can one predict, on the basis of 
these points, that the proportion of insured lending would be higher 
in Ann Arbor, and that of conventional lending accordingly lower, 
than the national average? 
Table 2 shows that in 1956 the ratio of conventional lending to 
total lending in Ann Arbor was actually 73 per cent, 4 percentage 
points Izighcr than the corresponding national average of 69 per cent. 
TABLE 2* 
~ I O A I E  MORTGAGE RECORDIXGS BY TYPE OF LENDER AND 
(Percentage Distribution) 
T\TE OF MORTGAGE, ANN ARBOR AND U.S., 19.56 
Ahw ARBOR us. 
Cnnven- C n n v e n - 
TYIT OF LESIIER tional FHA \’A tional FHA VA 
Savings and loan associations 82.8 11.2 6 84.3 3.5 12.2 
Comrncrcial banks.. ....... 76.8 19.2 4 66.3 17.0 16.7 
Mutual savings banks. . . . . . . . . . . . . . . . . . .  53.3 11.7 35.0 
Insurance companies. . . . . . .  28.9 44.8 26.3 68.6 16.4 15.0 
Individuals.. . . . . . . . . . . . . . .  100 0 0 100 0 0 
Others .................... 76.1 12 .1  11.8 25.4 17.2 57.4 
All lcnclers. . . . . . . . . . . .  72.9 17.7 9.4 6S.9 9.6 21.5 
What we have here is apparently a local exception to the general 
tendency described by the Gillies and Curtis’ hypothesis. How can 
we account for this exception? A closer examination of Table 2 
reveals two important circumstances. First, commercial bank activi- 
ties with respect to conventional lending in Ann Arbor were quite a 
bit above the national average. While 66 per cent of the total volume 
of home mortgages recorded by all commercial banks in the United 
States were of the conventional type, the corresponding figure for 
Ann Arbor was 7 7  per cent, Second, “other lenders”-not an unim- 
portant market force-were significantly heavier conventional lend- 
ers in Ann Arbor as compared with the national pattern. Thus, while 
only 2 5  per cent of the total volume recorded by “other lenders” in 
the United States was of the conventional type, the comparable figure 
for Ann Arbor was 76 per cent.3 These two factors combined were 
- - -_ __ -- -- 
*Sources: Same as Tahlc 1; also U.S. Savings and Loan League, Sarr’i&gr otrd Loan P o d  Book (1957), p. 33. 
3. According to detailed statistics, the predominance of a local educational institution 
(which restricts itsclf to conventional lending only) over trust, mortgage, and realty com- 
panies was largely responsible for the unusually heavy conventional lending on the part 
of Ann Arbor’s “other lenders.” 
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apparently more than enough to offset the unusually low conventional 
lending by life insurance companies in Ann Arbor and to raise the 
city’s ratio of conventional lending to total lending above the national 
average. 
The fact that conventional lending in Ann Arbor was proportion- 
ately higher than the national average should not lead one to con- 
clude that Ann Arborites were not getting their share of FHA financ- 
ing. As can be seen from Table 2, 18 per cent of Ann Arbor’s 1956 
home mortgage recordings were FHA-insured, whereas the corre- 
sponding figure for the nation as a whole was only 10 per cent. How- 
ever, VA financing was considerably more scarce in Ann Arbor. Only 
9 per cent of the city’s home mortgage recordings in 1956 were VA- 
guaranteed, whereas the corresponding national figure was as high as 
2 2  per cent. What has caused this peculiar difference in the relative 
impacts of FHA and VA programs? 
Perhaps the most important single explanation of the relatively 
small volume of VA financing in Ann Arbor can be traced to the VA’s 
own appraisal policy. Under the law on VA financing, a home loan is 
insurable only if the purchase price paid by the veteran for the prop- 
erty does not exceed the “reasonable value” of the property as deter- 
mined by VA appraisers. However, VA appraisers operating in the 
Ann Arbor area have been overconservative in their determination of 
“reasonable value”-overconservative, that is, in relation to Ann 
Arbor’s high construction costs and in relation to what the home 
buyers are willing and capable of paying. On the other hand, the 
FHA and conventional lenders have been more realistic about local 
conditions and are not concerned with setting legal upper limits on 
purchase prices. As a result of all this, sellers frequently find it more 
profitable to deal with home buyers who do not need VA financing. 
This disinclination toward VA financing on the part of sellers is re- 
sponsible to a considerable degree for the different impacts of FHA 
and VA programs on the local market.‘ 
Finally, it should be added that the willingness of Ann Arbor home 
buyers to pay prices higher than are considered “reasonable” by VA 
appraisers and their ability to meet the higher down payments under 
FHA and conventional financing partly reflect their above-average 
income and wealth positions.5 
4. This paragraph is based on personal intervicivs with builders, real estate brokers, 
and mortgage lending officers operating in the Ann Arbor area. 
5. In 1956, Ann Arbor “households” (defined here as an occupied dwelling unit) had 
an average disDosable income of $10.856. almost twice as high as the corresDondine na- 
tional average bf $5,720 (see Standard Rate and Data Service, Inc., Spot Telehion Rates 
and Data, XXXIX [May, 1957],27, 260). 
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111. SUMMARY AND CONCLUSIONS 
In a recent article, Gillies and Curtis advanced the hypothesis that 
the extent of government-insured mortgage lending in various areas 
could be predicted on the basis of the structure of local mortgage 
markets. Their argument was based on the primary assumption that 
lenders operating in local markets exhibit a clearly delineated set of 
actions or attitudes with respect to FHA or VA lending. This paper 
has shown that in 1956, at  least, the market structure did not provide 
us with an accurate basis for predicting the impact of FHA and VA 
programs on the Ann Arbor market. This is due to the fact that 
major types of lenders there deviated significantly from their respec- 
tive national patterns regarding the extent of conventional versus in- 
sured lending. . 
The foregoing analysis also suggests that factors other than mar- 
ket structure could be significant in determining the impact of fed- 
eral housing finance programs on specific markets. Other factors 
which may have been operative in the 1956 Ann Arbor market in- 
clude the lending policies of local institutions; the income and wealth 
positions of home buyers; the level of local construction costs; and 
the appraisal policy of the VA. It seems clear, therefore, that what 
the predictability hypothesis of Gillies and Curtis describes is a gen- 
eral tendency-a tendency which is subject to local exceptions such 
as those which occurred in the Ann Arbor market. 
